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Kou-Kamma Municipality 

Annual Financial Statements forthe year ended 30 June 2014 


Accounting Officer's Responsibilities and A pproval 

The accounting officer Is required by the Municipal Finance Management Act (Act 56 of 2003) to maintain 
accounting records and Is responsible forthe content and Integrity of the annual financial TJUtl Z J ^ 
information Included in this report It is the responsibility of the accounting officer to en^lT! 7? 

fl—nttons mtf cub flow, fort., Mtasot It. Mun.1 .Uw ... ^ * 

The annual financial statements have been prepared In accordance with Standards of General a 

Pnctks (GIUP) Including any b—»ft« ggfMu. .* dlucft. l««t * ft. 

The anmul financial statements are based upon appropriate accounting policies consistently aoolied a „H . * 

reasonable and prudent Judgements and estimates. pp d amJ su PP°rted by 

The accounting officer acknowledges that he Is ultimately responsible for the svstnm i u . „ 
establfshed by the municipality and place considerable Importance on maintaining a straw 7“'“' 

reducmg the risk of error or loss in, cost effective manner. The standards include the 

i! 7? *** frameW ° rk ' effecth * accountIn e procedures and adequate '^responsibilities 

acceptable level of risk. These controls am monitored throughout the munldpalitvTfd^ t0 ensure 80 

maintain thehlghest ethical standards ensuring the municipality's business Is conducted h a 
circumstances is ebove reproach. The focus of risk management In the municipality Is on ffienlw 
and monitoring all known forms of risk across the municipality. While operating risk ^ rn8naglnB 

are applied and managed within predetermined procedures and constraints. ^ behavtour 

The accounting officer is of the opinion, based on the information and explanations given by manaeement that 

of internal controls provides reasonable assurance that the financial records may be ** * 

annua, flmrnrta, statements. Howevef, any system of internal financial control can be p^ 

absolute, assurance against material misstatement. only reason8b, «. and not 

The accounting officer has reviewed the municipality's cash flow forecast for the year to ao j„«jrMA u . 

this review and the current financial position, he Is satisfied that the municipality ha* accws to^te r^ * 
continue In operational existence for the foreseeable future. ccess to adequate resources to 

The annual financial statements have been prepared on the going concern basis, were appm-rf and ci«»rf u * 
accounting officer on the 05* November 2014. approved and signed by the 



Signature M.M 
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REPORT OF THE AUDITOR-GENERAL TO THE 
LEGISLATURE AND THE COUNCIL ON THE KOU-KAMMA 

REPORT ON THE FINANCIAL STATEMENTS 


EASTERN CAPE 
MUNICIPALITY 


Introduction 


PROVINCIAL 


1. 


I have audited the financial statements of the Kou-Kamma Municipality set out on oaaes tn 
which comprise the statement of financial position as at 30 June 2014 the sfatement of 
financial performance, statement of changes in net assets, cash flow 
of comparison of budget information with actual information for the year then ended as well as 

!nformafon COrT,PrSnS 8 SUmmary * Si9 " ificant aCC ° Unting ^ S STiS.'SjJ 


Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of 

Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal France 
Management Act of South Africa. 2003 {Act No. 56 of 2003) (MFMA) and ^Diviston 3 
Revenue Act of South Africa. 2013 (Act No. 2 of 2013) (DoRA), and for such internal contm 
as the accounting officer determines is necessary to enable the oreoaration of finanriai 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-general’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my anrii* i 

in accordance with the Public Audit Act of South Africa 2004 (Act No d 25 
of 2004) (PAA). the general notice issued in terms thereof and internatfonal^ Shards on 
Auditing. Those standards require that I comply with ethical requirements and Dlan and 

a “ Uran “ ab0U ' Whe,her the are 

4 

judgement, including the assessment of the risks of material misstatement of the finaS 
statements, whether due to fraud or error. In making those risk assessments the 
considers interna! control relevant to the entity's preparation and fair presentation of the 
finance statements in order to design audit procedures that am aoprcS e in the 
circumstances but not for the purpose of expressing an opinion on the effectiveness of the 
entity s internal control. An audit also includes evaluating the appropriateness of accountina 
policies used and the reasonableness of accounting estimates made by management as weN 
as evaluating the overall presentation of the financial statements. 

I believe that the audit evidence ! have obtained is sufficient and appropriate to provide a basis 
for my qualified audit opinion, H p uv,ae a Dasis 


5 . 


Basis for qualified opinion 
Revenue 

6. The municipality did not charge all service debtors for water usage every month durina the 
financial year ended 30 June 2014 . Due to the lack of adequate systems in lie 7was 
impracticable for me to determine the full extent of the understatement of the service chaToe 
revenue. I was unable to confirm the revenue by alternative means. Conseauentlv 1 uJL 
unable to determine whether any adjustments were necessary relating to the service charqe 

%£££*”* 81 R 2? '° niillion (2013: R 177 rni " i °"> in "■>'* 18 
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Qualified opinion 

7. In my opinion, except for the possible effects of the matter described in the basis for aualifipH 
opinion paragraph, the financial statements present fairly, in all material resoects thp finanHai 
posmon of the Kou-Kemme Municipality as £ 30 June 2014 and iSnTp^o man™ a“ 

cash flows for the year then ended, in accordance with SA Standards of GRAF^and die 
requirements of the MFMA and DoRA. KAH d th 

Emphasis of matters 

8. I draw attention to the matters below. My opinion is not modified in respect of these matters. 
Impairments 

9. As disclosed in note 3 to the financial statements an amount of R 26,9 million (2013- R 19 r 

million) in respect of receivables from exchange transactions has been impaired as a result of 
non payment of consumer debtor accounts. impaired as a result of 

10. As disclosed in note 4 to the financial statements an amount of R 8 2 million 12013- R n i 

million) ,n respect of receivables from non-exchange transactions has teen impaled as a 
result of non payment of consumer debtor accounts. impaired as a 

Material Losses 

11. As disclosed in note 33 to the financial statements the municipality incurred material losses 
relating to electricity totalling R2,3 million during the year as a result of incomplete records and 
insufficient infrastructure to provide the necessary information in this regard. 

Unauthorised expenditure 

12. As disclosed in note 32 to the financial statements the municipality incurred unauthorised 
expenditure totalling R16, 2 million during the year mainly due to non - cash items. 

Irregular expenditure 

13. As disclosed in note 32 to the financial statements the municipality incurred irreaular 

expenditure totalling R 29,8 million {2013: R 20,0 million) as a result of not JdhSto ?upoW 
change management (SCM) regulations. 9 to supply 

Financial sustainability 

14. The municipality's current liabilities exceeded its current assets. This situation alona with 
other matters as disclosed in note 42, indicates that the municipality may encounter difficulty 
realising its assets and discharging its liabilities during the normal course of business, ^ 

Additional matter 


15, 


draw attention to the matter below. My opinion is not modified in respect of this matter. 


Unaudited disclosure notes 

16 In terms of section 125(2)(e) of the MFMA the municipality is required to disclose oartimiarc 
of non-compliance wiih this legislation. This disclosure requi,am« did n0 H™ Zn oHha 
audit of the financial statements and accordingly I do not express an opinion thereon. 


1.38 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


In accordance with the PAA and the general notice issued in terms thereof, I report the following 
findings on he reported performance information against predetermined objectives for selected 
pri0 | l ies . pr f s , en,ed In the annual performance report, non-compliance with legislation 
^ tests to identif y reportable findings as described under each 

subheading but not to gather evidence to express assurance on these matters. Accordinaiv I do 
not express an opinion or conclusion on these matters. y y ' 


Predetermined objectives 


17. 


I performed procedures to obtain 
performance information for the 
annual performance report of the 


evidence about the usefulness and reliability of the reported 
following selected development priority presented in the 
municipality for the year ended 30 June 2014: 


KPA 2 - Basic Service Delivery and Infrastructure Investment 
Services). 


(Technical and Community 


18 ' reliability 601 ^ rep0rted P erformance ’"formation against the overall criteria of usefulness and 

19. i evaluated the usefulness of the reported performance information to determine whether it 
w f s t| P re ^f nted ,n accor dance with the National Treasury’s annual reporting principles and 
whether the reported performance was consistent with the planned development priorities I 
further performed tests to determine whether indicators and targets were well defined 
verifiable., specific, measurable, time bound and relevant, as required by the National 
Treasury s Framework for managing programme performance information (FMPPI). 

20, I assessed the reliability of the reported performance information to determine whether it was 

valid, accurate and complete. 11 ‘ WdS> 


21. 


The material findings in respect of the selected development priority is as follows: 


Services ) BaS ' C DeNVery *" d lnfrastructure ‘"vestment (Technical and Community 

Usefulness of reported performance information 

Measures taken to improve performance not disclosed 

22. Section 46 of the Municipal Systems Act (Act No. 32 of 2000) (MSA) requires disclosure in the 
annual performance report of measures taken to improve performance where planned targets 
were not achieved. Measures to improve performance for a total of 46% of the planned targets 
not achieved were not reflected in the annual performance report. This was due to the lack of 
review of the presentation of the annual performance report by management. 

Reported indicators and targets not consistent with planned indicators and targets 

23. Section 41(c) of the MSA requires the annual performance plan to form the basis for the 
annual report, therefore requiring consistency of objectives, indicators and targets between 
planning and reporting documents. A total of 93% of the reported indicators and targets were 
not consistent with those in the approved annual performance plan. This was due to a lack of 
review of the annual performance report by management, 
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Changes to indicators and targets not approved 

24. Section 54{1)(c) of the MFMA determines that the service delivery and budget implementation 
plan adopted by the municipal council may be amended only if the council approves an 
adjustment budget. Changes to the service delivery and budget implementation plan in the 
year have to be made in accordance with the process as prescribed per section 28 of the 
MFMA. Material changes were made to the indicators and targets in the annual performance 
report, without following the process as prescribed in section 28 of the MFMA and without 
adoption by the municipal council. This was due to a lack of controls in place and lack of 
review by management to ensure consistency. 


Performance targets not specific and measurable and indicators not well defined and 
verifiable 

25. The FMPPI requires the following: 

• Performance targets must be specific in clearly identifying the nature and required level of 
performance. A total of 40% of the targets were not specific. 

* Performance targets must be measurable. I could not measure the required performance 
for 44% of the targets. 

* Performance indicators must be well defined by having clear data definitions so that data 
can be collected consistently and is easy to understand and use. A total of 58% of the 
indicators were not well defined. 

• Performance indicators must be verifiable, meaning that it must be possible to validate the 

processes and systems that produced the indicator. A total of 56% of the indicators were 
not verifiable. This was due to management not adhering to the requirements of the 
FMPPI due to a lack of technical indicator descriptions. q 

Reliability of reported performance information 


26. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and store 
performance information to ensure valid, accurate and complete reporting of actual 
achievements against planned objectives, indicators and targets, i was unable to obtain the 
information and explanations I considered necessary to satisfy myself as to the reliability of the 
reported performance information. This was due to limitations placed on the scope of my work 
due to the fact that the auditee could not provide sufficient appropriate evidence in support of 
the reported performance information. 

Additional matter 

27. I draw attention to the following matter. 

Achievement of planned targets 

28. Refer to the annual performance report on pages... to ... for information on the achievement 
of planned targets for the year. This information should be considered in the context of the 
material findings expressed on reliability and usefulness and reliability of the reported 
performance information as reported above. 
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Compliance with legislation 


29. I performed procedures to obtain evidence that the municipality had complied with applicable 
legislation regarding financial matters, financial management and other related matters. My 
findings on material non-compliance with specific matters in key legislation, as set out in the 
general notice issued in terms of the PAA, are as follows. 

Strategic planning and performance management 

30. Measurable performance targets for the financial year with regard to each of the objectives 
and key performance indicators were not set in the IDP, as required by section 41(1)(b) of the 
MSA and the Municipal planning and performance management regulations 12(1) and 
12(2)(e), 

31. Revisions to the service delivery and budget implementation plan were not approved by the 
council after the approval of the adjustments budget, as required by section 54(1)(c) of the 
MPMA. 

32. The annual performance report for the year under review did not include: 

• a comparison of the performance with the previous financial year and 

* measures taken to improve performance, 
as required by section 46 (1)(b) and (c) of the MSA. 

33. The performance management system and its related controls were inadequate as it did not 
describe and represent the processes of performance (planning, monitoring, measurement, 
review, reporting and improvement) and how it is conducted, organised and managed, as 
required by sections 38 of the MSA and regulation 7 of the Municipal planning and 
performance management regulations. 

Budgets 

34. Expenditure was incurred in excess of the limits of the amounts provided for in the votes of the 
approved budget, in contravention of section 15 of the MFMA. 

Annual financial statements and annual report 

35. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements of 
disclosure items identified by the auditors in the submitted financial statements were 
subsequently corrected, but the uncorrected material misstatements resulted in the financial 
statements receiving a qualified audit opinion. 

Audit committee 

36. The audit committee did not review all the quarterly internal audit reports on performance 
measurement, as required by Municipal planning and performance management regulation 
14(4)(a)(i), as these were not provided to them timeously. 

Procurement and contract management 

37. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by SCM regulation 17(a) & (c). 

38. Contracts were extended/ modified without tabling the reasons for the proposed amendment in 
the council of the municipality, as required by section 1 16(3) of the MFMA. 

39. The performance of contractors or providers was not monitored on a monlhly basis as 
required by section 116(2)(b) of the MFMA. 

Expenditure management 

40. Reasonable steps were not taken to prevent unauthorised expenditure, irregular expenditure 
and fruitless and wasteful expenditure, as required by section 62(1)(d) of the MFMA. 
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Conditional grants and transfers 

41. The municipality did not evaluate its performance in respect of programmes or functions 
funded by the Municipal Infrastructure Grant allocation, Municipal Systems Improvement Grant 
allocation, and Local Government Financial Management Grant allocation, as required bv 
section 12(5) of the DoRA. 

Revenue management 

42. An effective system of internal control for revenue was not in place, as reauired bv section 

64{2){f) of the MFMA. 7 

43. Interest was not charged on all accounts in arrears, as required by section 64{2)(g) of the 
MFMA. 

Asset management 

44. An adequate management, accounting and information system which accounts for assets was 
not in place, as required by section 63(2)(a) of the MFMA. 

Consequences management 

45. Unauthorised, irregular expenditure and fruitless and wasteful expenditure incurred by the 
municipality was not Investigated to determine if any person is liable for the expenditure as 
required by section 32(2)(a)(ii) of the MFMA, as R15 million of the unauthorised expenditure 
related to non-cash items, and R28 million of the irregular expenditure related to current year 
expenditure on a housing tender entered into in the prior year. 

46. Council certified unauthorised, irregular expenditure and fruitless and wasteful expenditure as 
irrecoverable without having conducted an Investigation to determine the recoverability of the 
expenditure, in contravention of section 32(2)(a)(ii) of the MFMA. 

Internal control 

47. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below are limited to 
the significant internal control deficiencies that resulted in the basis for the qualified opinion, 
the findings on the annual performance report and the findings on non-compliance with 
legislation included in this report. 

Leadership 

48. Leadership have not instituted all the disciplines necessary to enable effective oversight that 
promotes efficiency and effectiveness in financial management, service delivery reporting and 
compliance with laws and regulations, thus not setting the correct tone for the credibility of all 
reports generated by the administration, Consequently repeat audit findings occurred during 
the year under review. 

49. Leadership have not implemented an effective performance management system that enables 
the leadership to monitor, oversee and hold all personnel accountable for the work that they 
perform through proper consequence management. 

50. Leadership has not sufficiently exercised their oversight responsibility over performance 
information. This is as a result of inadequate reviews of documents pertaining to the 
performance information section. 

Financial and performance management 

51. The municipality did not fully implement and monitor controls over record management to 
ensure the maintenance of information that supports the reported performance. The lack of 
record management resulted in financial and performance reports not being accurate and 
complete. If not appropriately addressed by the municipality, this can impact the sustainability 
of the reported opinion, it is however noted that the financial statements were prepared 
inlernally in an effort to reduce the municipality's reliance on consultants. 
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52, There is a lack of processes in place to ensure compliance with laws and regulations. As a 
result management did not effectively monitor and address areas of non-compliance. 

Governance 

53. A risk register has been put in place and an internal audit unit has been appointed. However, 
the risk assessment which took place during the year was inadequate and risks identified in 
this assessment were riot appropriately addressed within the control environment. The internal 
audit unit did not conduct all required audits per the internal audit plan. The audit committee 
was also not provided with required information in a timely manner to allow them to adequately 
report on this information. Due to these limitations the municipality could not be sufficiently 
guided regarding internal controls, financial, performance and risk management 



East London 
30 November 2014 



A II n M O K - t; I NIKA) 
SOUTH AFRICA 
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KOU-KAMMA MUNICIPALITY 

STATEMENT OF FINANCIAL POSITION AT 30 JUNE 2014 


ASSETS 

Current Assets 

Inventories 

Receivables from Exchange Transactions 
Receivables from Non-exchange Transactions 
VAT Receivable 
Cash and Cash Equivalents 

Non-Current Assets 

Property, Plant and Equipment 
Intangible Assets 
Investment Property 

Total Assets 

LIABILITIES 

Current Liabilities 

Consumer Deposits 

Current Portion of Long-term Liabilities 

Provisions 

Payables from Exchange Transactions 
Payables from Non-exchange Transactions 
Unspent Conditional Grants and Receipts 

Non-Current Liabilities 

Long-term Liabilities 
Employee Benefit Liabilities 
Non-current Provisions 

Total Liabilities 

Net Assets 

NET ASSETS 

Accumulated Surplus 

Total Net Assets 


5 


Actual 


Note 

2014 

2013 


R 

R 


25,812,486 

22,235,204 

2 

762,427 

846,972 

3 

5,491,872 

3,544,845 

4 

8,979,536 

12,038,344 

5 

2,290,373 

234,141 

6 

8,288,278 

5,570,902 


322,607,284 

316,430,514 

7 

296,493,055 

290,350,203 

8 

737,721 

668,852 

9 

25,376,508 

25,411,459 





348,419,770 

338,665,718 


32,360,092 

23,687,630 

10 

104,700 

104,700 

14 

238,354 

260,444 

11 

984,531 

1,018,304 

12 

26,452,178 

16,702,037 

13 

4,580,329 

5,602,145 


3,261,101 

2,864,846 

14 

2,094,050 

1,747,619 

15 

1,167,051 

1,117,227 





35,621,193 

26,552,476 


312,798,577 

312,113,242 


312,798,577 

312,113,242 

16 

312,798,577 

312,113,242 



312,798,577 

312,113,242 
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KOU-KAMMA MUNICIPALITY 

STATEMENT OF FINANCIAL PERFORMANCE FOR THE YEAR ENDED 30 JUNE 2014 


REVENUE 

Revenue from Non-exchange Transactions 

Property Rates 
Fines 

Income for Agency Services 
Government Grants and Subsidies Received 

Revenue from Exchange Transactions 

Service Charges 

Rental of Facilities and Equipment 
Interest Earned - External Investments 
Other Revenue 
Licences and Permits 

Total Revenue 

EXPENDITURE 

Employee Related Costs 
Remuneration of Councillors 
Depreciation and Amortisation 
Bad debts 

Repairs and Maintenance 
Finance Costs 
Bulk Purchases 
Contracted Services 
Grants and Subsidies Paid 
General Expenses 

Loss on Disposal of Property, Plant and Equipment 
Debt impairment recognised 

Total Expenditure 


SURPLUS / (DEFICIT) FOR THE YEAR 

Refer to Statement of Comparative and Actual Information for 
explanation of budget variances 




KOU-KAMMA MUNICIPALITY 

STATEMENT OF CHANGES IN NET ASSETS FOR THE YEAR ENDED 30 JUNE 2014 


Description 

Accumulated 
Surplus / 

(Deficit) 

Total 

2013 

R 

R 

Balance at 30 June 2012 

340,528,354 

340,528,354 

(Deficit) for the year 

(28,415,112) 

(28,415,112) 

Balance at 30 June 2013 

312,113,242 

312,113,242 

2014 

Balance at 30 June 2013 

312,113,242 

312,113,242 

Surplus for the year 

685,335 

685,335 

Balance at 30 June 2014 

312,798,577 

312,798,577 
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KOU-KAMMA MUNICIPALITY 

CASH FLOW STATEMENT FOR THE YEAR ENDED 30 JUNE 2014 




Actual 



Note 

2014 

2013 




R 

R 


CASH FLOWS FROM OPERATING ACTIVITIES 





Receipts 





Sale of goods and services 


35,919,556 

31,612,715 

Government Grant and Subsidies 

18 

95,740,215 

74,523,182 

Licence and permits 


1,548,462 

1,361,505 

Interest Received 

21 

710,367 

597,258 

Other Receipts 


1,146,158 

1,866,613 

Payments 





Payments to Suppliers and employees 





Employee Related Costs 

23 

(33,450,844) 

(30,798,779) 

Remuneration of Councillors 

24 

(2,768,281) 

(2,538,907) 

Interest Paid 

26 

(346,188) 

(466,314) 

Suppliers Paid 


(67,793,126) 

(62,308,298) 

Other Payments 


(2,845,179) 

(2,853,560) 

NET CASH FLOWS FROM OPERATING ACTIVITIES 

31 

27,861,140 

10,995,415 


CASH FLOWS FROM INVESTING ACTIVITIES 





Purchase of Property, Plant and Equipment 

7 

(25,116,533) 

(11,668,797) 

Purchase of Intangible Assets 

8 

(352,570) 

(166,305) 

Proceeds on Disposal of Property, Plant and Equipment 


325,339 

165,644 


Movement in unspent conditional grants assets 


- 

979,836 


NET CASH FLOWS FROM INVESTING ACTIVITIES 


(25,143,764) 

(10,689,622) 


CASH FLOWS FROM FINANCING ACTIVITIES 





NET CASH FLOWS FROM FINANCING ACTIVITIES 


2,717,376 

305,793 


NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENT 

6 

2,717,376 

305,793 


Cash and Cash Equivalents at Beginning of Period 


5,570,902 

5,265,109 


Cash and Cash Equivalents at End of Period 


8,288,278 

5,570,902 
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KOU-KAMMA MUNICIPALITY 

STATEMENT OF COMPARISON OF BUDGET AND ACTUAL AMOUNTS 
as at 30 June 2014 



KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 

FOR THE YEAR ENDED 30 JUNE 2014 


1 . BASIS OF PRESENTATION 

The financial statements have been prepared in accordance with the effective Standards of Generally Recognised Accounting 
Practices (GRAP) Jisted below including any interpretations, guidelines and directives issued by the Accounting Standards Board and 
the Municipal Finance Management Act, 2003 (Act No- 56 of 2003), 

These annual financial statements have been prepared on an accrual basis of accounting and are in accordance with historical cost 
convention unless specified otherwise. They are presented in South African Rand. 

A summary of the significant accounting policies are disclosed below. 

These accounting policies are consistent with the previous period, except for the changes set out in note 1.6 standards and 
interpretations effective and adopted in the current year 


1. 1 CHANGES IN ACCOUNTING POLICY AND COMPARABILITY 

Accounting Policies have been consistently applied, except where otherwise indicated below. 

The details of any resulting changes in accounting policy and comparative restatements are set out below. 

The municipality changes an accounting policy only if the following instances: 

(a) is required by a Standard of GRAP; or 

(b) results in the financial statements providing reliable and more relevant information about the effects of transactions, other events or 
conditions on the entity’s financial position, financial performance or cash flow, 

1 . 2 CRITICAL JUDGEMENTS, ESTIMATIONS AND ASSUMPTIONS 

In the application of the municipality’s accounting policies, which are described below, management is required to make judgements, 
estimates and assumptions about the carrying amounts of assets and liabilities that are not readily apparent from other sources. The 
estimates and associated assumptions are based on historical experience and other factors that are considered to be relevant. Actual 
results may differ from these estimates. 

These estimates and underlying assumptions are reviewed on an on-going basis. Revisions to accounting estimates are recognised in 
the period in which the estimate is revised if the revision affects only that period, or in the period of the revision and future periods if the 
revision affects both current and future periods. 

The following are the critical judgements, apart from those involving estimations, that the management have made in the process of 
applying the municipality’s Accounting Policies and that have the most significant effect on the amounts recognised in Annual Financial 
Statements: 

1. 2. 1 Revenue Recognition 

Accounting Policy on Revenue from Exchange Transactions and Accounting Policy on Revenue fmm Non-exchange Transactions 
describes the conditions under which revenue will be recorded by the management of the municipality. 

In making their judgement, management considered the detailed criteria for the recognition of revenue as set out in GRAP 9 and GRAP 
23. In particular, whether the municipality, when goods are sold, had transferred to the buyer the significant risks and rewards of 
ownership of the goods and when services is rendered, whether the service has been rendered. Also of importance is the estimation 
process involved in initially measuring revenue at the fair value thereof. The management of the municipality is satisfied that 
recognition of the revenue in the current year is appropriate. At the time of initial recognition it is inappropriate to assume that the 
collectability of amounts owing by individual recipients of goods or services will not occur, because the entity has an obligation to collect 
all revenue. 

1, 2. 2 Financial assets and liabilities 

The classification of financial assets and liabilities, into categories, is based on judgement by management Accounting Policy on 
Financial Assets Classification and Accounting Policy on Financial Liabilities Classification describe the factors and criteria considered 
by the management of the municipality in the classification of financial assets and liabilities. 

In making the above-mentioned judgement, management considered the definition and recognition criteria for the classification of 
financial instruments as set out in GRAP 104: Financial Instruments . 

1 . 2. 3 Impairment of Financial Assets 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 

FOR THE YEAR ENDED 30 JUNE 201 4 


Accounting Policy on Impairment of Financial Assets describes the process followed to determine the value by which financial assets 
should be impaired, in making the estimation of the impairment, the management of the municipality considered the detailed criteria of 
impairment of financial assets as set out in GRAP 104: Financial Instruments, and used its judgement to select a variety of methods 
and make assumptions that are mainly based on market conditions existing at the end of the reporting period. The management of the 
municipality is satisfied that the impairment of financial assets recorded during the year is appropriate. 

The calculation in respect of the impairment of debtors is based on an assessment of the extent to which debtors have defaulted on 
payments already due, and an assessment of their ability to make payments based on their creditworthiness. 

This was performed per service-identifiable categories across all classes of debtors. 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATFMFMTfi 


FOR THE YEAR ENDED 30 JUNE 201 4* 

1 . BASIS OF PRESENTATION (Continued) 

1 . 2 CRITICAL JUDGEMENTS, ESTIMATIONS AND ASSUMPTIONS (Continued) 

2, 4 Useful lives of Property , Plant and Equipment, Intangible assets and In vestment property 

The municipality depreciates/amortises its property, plant and equipment, investment property and intangible assets over the estimated 
useful lives of the assets, taking into account the residuai values of the assets at the end of their useful lives, which is determined when 
the assets are available for use. The useful lives of assets are based on management’s estimation. Management considered the 
impact of technology, availability of capital funding, service requirements and required return on assets in order to determine the 
optimum useful life expectation, where appropriate. The estimation of residual values of assets is based on management’s judgement 
as to whether the assets will be sold or used to the end of their useful lives, and in what condition they will be at that time. 


1. 2. 5 Impairment: Write down of Property, Plant and Equipment and inventories 

Accounting Policy on PPE - Impairment of assets and Accounting Policy on Intangible assets - Subsequent Measurement 
Amortisation and Impairment and Accounting Policy on Inventory - Subsequent measurement describes the conditions under which 
no ^financial assets are tested for potential impairment losses by the management of the municipality. Significant estimates and 
judgements are made relating to PPE impairment testing, Intangible assets impairment testing, write down of Inventories to the lowest 
of Cost and Net Realisable Values (NRV) and whether assets should be written down to current replacement cost, 

in making the above-mentioned estimates and judgement, management considered the subsequent measurement criteria and 
indicators of potential impairment losses as set out in GRAP 21: Impairment of Non-Cash generating Assets and GRAP 26: Impairment 
of Cash generating Assets. In particular, the calculation of the recoverable service amount for PPE and intangible assets and the NRV 
for inventories involves significant judgement by management. During the year no impairments were made to PPE, intangible assets or 
inventory. 

1. 2. 6 Water inventory 

The estimation of the water stock in the reservoirs is based on the measurement of water after the depth of water in the reservoirs have 
been determined, which is then converted into volumes based on the total capacity of the reservoir. 

1 * 2. 7 Defined Benefit Plan Liabilities 

The municipality obtains actuarial valuations of its defined benefit plan liabilities. The defined benefit obligations of the municipality that 
were identified are Post-retirement Health Benefit Obligations and Long-service Awards. The estimated liabilities are recorded in 
accordance with the requirements of GRAP 25, Details of the liabilities and the key assumptions made by the actuaries in estimating 
the liabilities are provided in the notes to the Annual Financial Statements. 

1. Z S Provisions and contingent liabilities 

The Municipality has an obligation to rehabilitate its landfill sites in terms of its license stipulations. Provision is made for this obligation 
based on the net present value of cost. Additional disclosure of these estimates of provisions are Included in Note 15 Provisions, A 
valuation report is prepared annually by the Province of the Eastern Cape Local Government and Traditional Affairs Department. This 
report is an effect to ensure that Kou-kamma Local Municipality complies with the Waste Act and the Generally Recognised Accounting 
Practice (GRAP) 17 and 19 requirements and standards. GRAP 17 requires the cost of rehabilitation of landfill sites to be capitalised as 
property, plant and equipment and within GRAP 17 the interest of this report is in the depreciation rate of the sites. GRAP 19 requires 
for costs of rehabilitation of landfili sites to be provided for. 

1. 2 , 9 Budget information 

Deviations between budget and actual amounts are regarded as material differences when a 10% deviation exists. All material 
differences are explained in the notes to the annual financial statements, 

1. 3 PRESENTATION CURRENCY 

The Annual Financial Statements are presented in South African Rand, rounded off to the nearest Rand, which is the municipality’s 
functional currency. 

1 . 4 GOING CONCERN ASSUMPTION 

The Annual Financial Statements have been prepared on the assumption that the municipality will continue to operate as a going 
concern for at least the next 12 months. 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 


1. 5 OFFSETTING 

Assets, liabilities, revenues and expenses have not been offset except when offsetting is required or permitted by a Standard of GRAP 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 

FOR THE YEAR ENDED 30 JUNE 2014, 


1 . BASIS OF PRESENTATION (Continued) 

New Standards and Interpretations 

1 . 6 Standards and interpretations effective and adopted in the current year 

IGRAP 1: Interpretation of GRAP: Applying the Probability Test on Initial Recognition of Exchange Revenue 

An entity assesses the probability of each transaction on an individual basis when it occurs. Entities shall not assess the probability on 
an overall level based on the payment history of recipients of the service in general when the probability of revenue is assessed at 
initial recognition. The full amount of revenue will be recognised at initial recognition. Assessing impairment is an event that takes place 
subsequently to initial recognition. Such impairment is an expense. Revenue is not reduced by this expense. The effective date of the 
interpretation is for years beginning on or after 01 April 2013. 

GRAP 1 (as revised 2010): Presentation of Financial Statements 

Additional disclosure requirements have been added regarding the following areas: assets and liabilities included in disposal groups 
classified as held for sale, biological assets, deferred tax assets (liabilities), tax expense, post-tax surplus or deficit and the use of 
transitions provision in the accounting policy. All amendments to be applied retrospectively. The effective date of the amendment is for 
years beginning on or after 01 April 2013. 

GRAP 3 (as revised 2010): Accounting policies, Changes in Accounting Estimates and Errors 

The revision resulted in various terminology and definition changes. Paragraphs added to Changes in accounting policies A change 
from one basis of accounting to another basis of accounting is a change in accounting policy. A change in the accounting treatment, 
recognition or measurement of a transaction, event or condition within a basis of accounting is regarded as a change in accounting 
policy. 

Selection of accounting policies: The reference to the Accounting Practices Committee (APC) of SAICA has been deleted from 
paragraph .1 1 on the basis that it is not a standard setter and that entities would consider information from a wide range of sources in 
formulating an accounting policy and not just the pronouncements of the APC. Commentary on the selection of benchmark and 
alternative accounting policies has been deleted. The effective date of the amendment is for years beginning on or after 01 April 2013. 


GRAP 9 (as revised 2010); Revenue from Exchange Transactions 

The revision resulted in various terminology and definition changes. Dividends or similar distributions declared from pre-acquisition 
surpluses: Paragraph .36 has been amended to encompass not only securities, but any contributed capital. Various amendments, 
deletions and additions to examples included in the appendix. The effective date of the amendment is for years beginning on or after 01 
April 2013. 

GRAP 12 (as revised 2010): Inventories 

Cost formulas: Paragraph .34 was amended and .35 was added to separate the principle from the exception when applying the cost 
formula for inventories with a similar nature and use to the entity. 

Recognition as an expense: Where reference has been made to 'net realisable value’, ‘current replacement cost’ has been added. Fair 
value measurement: The appendix on howto determine fair value has been deleted. Ail amendments to be applied retrospectively. The 
effective date of the amendment is for years beginning on or after 01 April 2013. 

1. BASIS OF PRESENTATION (Continued) 

1 . 6 Standards and Interpretations effective and adopted in the current year (Continued) 

GRAP 13 (as revised 2010): Leases 

Paragraph .04 has been included to clarify that this Standard does not apply to lease agreements to explore for or use natural 
resources such as oil, gas, timber, metals and other mineral rights and licensing agreements for such items as motion picture films, 
video recordings, plays, manuscripts, patents and copyrights. Non-current Assets Held for Sale and Discontinued. 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 

FOR THE YEAR ENDED 30 JUNE 2014 


Operations: 

Paragraph .51 has been added to clarify that finance lease assets classified as held for sale in accordance with the Standard of GRAP 
on Non-current Assets Held for Sale and Discontinued Operations shall be accounted for in accordance with that Standard. Guidance 
on accounting for finance leases by lessors: The paragraph (previously paragraph .53) that provided guidance on the recognition of 
assets where entities enter into arrangements with private sector entities has been deleted as the Guideline on Accounting for Public 
Private Partnerships supersedes this guidance. Guidance on operating lease incentives and substance over legal form: The guidance 
included in the original text on substance over legal form has been deleted. Classification of leases on land and buildings elements: 
The guidance on the classification of land and buildings has been amended to ensure that the element of the lease relating to the land 
is classified as a finance lease where significant risks and rewards have been transferred, despite there being no transfer of title, 
consistent with the general classification guidance. All amendments to be applied retrospectively. The effective date of the amendment 
is for years beginning on or after 01 April 2013. 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 


FOR THE YEAR ENDED 30 JUNE 2014 

BASIS OF PRESENTATION (Continued) 

1 . 6 Standards and interpretations effective and adopted in the current year (Continued) 

GRAP 16 (as revised 2010): Investment Property 

Recognition of investment property: Additional commentary has been included in paragraph .19 and .20 to explain paragraph .18 thai 
outlines the recognition criteria for investment property. This Standard includes investment property under construction as it was 
inconsistent with the requirement that investment property being redeveloped was still within the scope of this Standard, but not the 
initial development. As a result paragraphs .10 and .11 were amended, paragraphs .60 and .61 inserted, and paragraphs .25 and .65(e) 
of the original text deleted. 

The measurement principles were also amended accordingly to allow investment property under construction to be measured at cost if 
fair value cannot be measured reliably, until such time as the fair value can be measured reliably. Additional guidance has been 
included in the examples of investment property to clarify that the rentals earned do not have to be on a commercial basis or market 
related for the property to be classified as investment property. Disclosure: Entities are encouraged, rather than required, to disclose 
the fair value of investment property when this is materially different from the carrying amount. Amendments to be applied as follow: 
Paragraphs .10(e), .54, .59, .62 and .65 were amended, paragraphs .60 and .61 were added and paragraph .25 and .11 (d) of the 
original text (2004) was deleted by the Improvements to GRAP issued in 1 April 2011. An entity shall apply those amendments 
prospectively for annual periods beginning on or after 1 April 2011. If an entity elects to apply these amendments earlier, it shall 
disclose this fact. The related amendment to paragraph .05 in the Standard of GRAP on Property, Plant and Equipment is also applied 
earlier. Any other amendments to the Standards of GRAP shall be applied retrospectively. The effective date of the amendment is for 
years beginning on or after 01 April 2013. 


GRAP 17 (as revised 2010): Property, Plant and Equipment 

Scope: The recognition and measurement of exploration and evaluation assets have been added to the scope exclusions. Investment 
properties under construction have been removed from the scope. 

Measurement at initial recognition: Paragraph .23 and .24 have been amended to clarify that the guidance applicable to determine fair 
value for revalued assets applies equally to the initial measurement of items of property, plant and equipment at fair value. Depreciable 
amount and depreciation period: An additional paragraph has been added to clarify that reviewing the useful life of an asset on an 
annual basis does not 

require the entity to amend the previous estimate unless expectations differ from the previous estimate. Derecognition: The 
requirement to not classify gains from the disposal of property, plant and equipment as revenue, has been removed. Paragraph .79 has 
been added in line with the IASB improvements Project to clarify that where assets are held for rental to others in the ordinary course of 
operations and the entity subsequently sells the assets, the Standard of GRAP on Non-current Assets Held for Sale and Discontinued 
Operations does not apply. Rather, these assets are to be transferred and treated in accordance with the Standard of GRAP on 
Inventories. Disclosures: The required disclosures in paragraph .90 have been amended to encouraged disclosures. Added to the list 
of encourage disclosures is the fair value disclosure of assets where the cost model is used. The requirement to disclose the cost basis 
for ^evaluated assets was removed. Amendments to be applied as follow: Paragraphs .05, .23 and .24 were amended and paragraph 
.79 was added by the Improvements to GRAP issued in 1 April 2011. An entity shall apply those amendments prospectively for annual 
periods beginning on or after 1 April 2011. If an entity elects to apply these amendments earlier, it shall disclose this fact. Any other 
amendments to the Standards of GRAP shall be applied retrospectively. The effective date of the amendment is for years beginning on 
or after 01 April 2013. 

GRAP 25: Employee Benefits 

The objective of GRAP 25 is to prescribe the accounting and disclosure for employee benefits. The standard requires the municipality 
to recognise: a fiabifity when an employee has provided service in exchange for employee benefits to be paid in the future; and an 
expense when the municipality consumes the economic benefits or service potential arising from service provided by an employee in 
exchange for employee benefits. The standard states the recognition, measurement and disclosure requirements of: short-term 
employee benefits; all short-term employee benefits; short-term compensated absences; bonus, incentive and performance related 
payments; post-employment benefits: Defined contribution plans; other long-term employee benefits; an termination benefits. The 
major difference between this this standard (GRAP 25) and IAS 19 is with regards to the treatment of actuarial gains and losses and 
past service costs. This standard requires the municipality to recognise all actuarial gains and losses and past service costs 
immediately in the statement of financial performance once occurred. The effective date of the standard is for years beginning on or 
after 01 April 2013. 

The adoption of these amendment is not expected to impact on the results of the municipality, but has resulted in more disclosures in 
the annual financial statements, 

1 . 7 STANDARDS, AMENDMENTS TO STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE 

The following GRAP standards have been issued but are not yet effective and have not been early adopted by the municipality: 


KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 

FOR THE YEAR ENDED 30 JUNE 201 4 


GRAP 18 Segment Reporting - issued February 2011, effective date 15 April 2015 
GRAP 20 Related Party Disclosures - issued June 201 1 
GRAP 32 Service concession arrangements grantor 

GRAP 105 Transfers between entities under common control - issued November 2010, effective date 15 April 2015 
GRAP 106 Transfers between entities not under common control - issued November 2010, effective date 15 April 2015 
GRAP 107 Mergers - issued November 2010, effective date 15 April 2015 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 

FOR THE YEAR ENDED 30 JUNE 201 a 


1. BASIS OF PRESENTATION (Continued) 


1 . 


7 STANDARDS, AMENDMENTS TO STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE 
(Continued) 


All the other listed standards as listed above will only be effective when a date is announced by the Minister of Finance. 

Where a standard of GRAP is approved as effective, it replaces the equivalent statement of International Public Sector Accounting 
Standards Board. International Financial Reporting Standards or Generally Accepted Accounting Principles. Where a standard of 
GRAP has been issued, but is not yet effective, the municipality may elect to apply the principles established in that standard in 
developing an appropriate accounting policy dealing with a particular section or event before applying paragraph 12 of the Standard of 
GRAP on Accounting Policies, Changes in Accounting Estimates and Errors, 


Management has considered all of the above-mentioned GRAP standards issued but not yet effective and anticipates that the adoption 
of these standards will not have a significant impact on the financial position, financial performance or cash flows of the municipality. 


GRAP 18 - Segment Reporting 

Segments are identified by the way in which information is reported to management, both for purposes of assessing performance and 
making decisions about how future resources will be allocated to the various activities undertaken by the municipality The major 
classifications of activities identified in budget documentation will usually reflect the segments for which an entity reports information to 
management. Segment information is either presented based on service or geographical segments. Service segments relate to a 
distinguishable component of an entity that provides specific outputs or achieves particular operating objectives that are in line with the 
municipality’s overall mission. Geographical segments relate to specific outputs generated, or particular objectives achieved bv an 
entity within a particular region. ’ y 

Requires additional disclosures on the various segments of the business in a manner that is consistent with the information reported 
internally to management of the entity. The precise impact of this on the financial statements of the Municipality is still being assessed 
but it is expected that this will only result in additional disclosures without affecting the underlying accounting This standard does not 
yet have an effective date. 


GRAP 20 - Related party disclosures 

The effective date of the standard has not been determined yet. The standard of GRAP on related parties will replace the IPSAS 20 
standard on related party disclosure currently used. No significant impact on the financial statements of the Municipality is expected. 


GRAP 32 Service concession arrangements grantor 

The standard prescribes the accounting treatment for service concession arrangements by the grantor, a public sector entity The 
effective date of the standard has not been determined yet. ' y ' 

No significant impact on the financial statements of the Municipality is expected. 

GRAP 108 Statutory receivables 

This standard prescribes the accounting requirements for the recognition, measurement, presentation and disclosure of statutory 
receivables. The effective date of the standard has not been determined yet. 

GRAP 105 — Transfer of Function Between Entities Under common Control 

This standard provides the accounting treatment for transfers of functions between entities under common control. However the impact 
on the Municipality's financial statements is not expected to be significant due to the fact that the Municipality rarely enters into such 
transactions. The standard is only expected to have an impact on the Municipality in respect of any future transfers of functions This 


GRAP 106 — Transfer of Function Between Entities Not Under common Control 

This standard deals with other transfers of functions (i.e. between entities not under common control) and requires the entity to 
measure transferred assets and liabilities at fair value. It is unlikely that the Municipality will enter into any such transactions in the near 
future. This standard does not yet have an effective date. 


GRAP 107 - Mergers 

This standard deals with requirements for accounting for a merger between two or more entities, and Is unlikely to have an impact on 
the financial statements of the Municipality in the foreseeable future. This standard does not yet have an effective date. 

2. PROPERTY, PLANT AND EQUIPMENT 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 


2. 1 Initial Recognition 

Property, plant and equipment are tangible non-current assets (including infrastructure assets) that are held for use in the production or 
supply of goods or services, rental to others, other than investment property, or for administrative purposes, and are expected to be 
used during more than one year. 



KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 

FOR THE YEAR ENDED 30 JUNE 201 4 

2. PROPERTY, PLANT AND EQUIPMENT (Continued) 

2. 1 Initial Recognition (Continued) 

The cost of an item of property, plant and equipment Is recognised as an asset if, and only if it is probable that future economic benefits 
or service potential associated with the item will flow to the municipality, and if the cost or fair value of the item can be measured 
reliably. 

Property, plant and equipment are initially recognised at cost on its acquisition date or in the case of assets acquired by grant or 
donation, deemed cost, being the fair value of the asset at acquisition date. The cost of an item of property, plant and equipment is the 
purchase price and other costs attributable to bring the asset to the location and condition necessary for it to be capable of operating in 
the manner intended by the municipality. Trade discounts and rebates are deducted in arriving at the cost The cost also includes the 
necessary costs of dismantling and removing the asset and restoring the site on which it is located. 

When significant components of an item of property, plan and equipment have different useful lives, they are accounted for as separate 
items (major components) of property, plant and equipment. 

The cost of an item of property, plant and equipment acquired in exchange for a nonmonetary assets or monetary assets, or a 
combination of monetary and non-monetary assets is measured at the fair value of the asset given up, unless the fair value of the 
asset received is more clearly evident. If the acquired item could not be measured at its fair value, its cost is measured at the carrying 
amount of the asset given up. 

Major spare parts and servicing equipment qualify as property, plant and equipment when the municipality expects to use them during 
more than one period. Similarly, if the major spare parts and servicing equipment can be used only in connection with an item of 
property, plant and equipment, they are accounted for as property, plant and equipment. 

2. 2 Subsequent Measurement 

Subsequent expenditure relating to property, plant and equipment is capitalised if it is probable that future economic benefits or 
potential service delivery associated with the subsequent expenditure will flow to the entity and the cost or fair value of the subsequent 
expenditure can be reliably measured. Subsequent expenditure incurred on an asset is only capitalised when it increases the capacity 
or future economic benefits associated with the asset. Where the municipality replaces parts of an asset, it derecognises the part of the 
asset being replaced and capitalises the new component 

Subsequently all property plant and equipment are measured at cost, less accumulated depreciation stnd accumulated impairment 
losses. 

Subsequent to initial recognition, land and buildings are carried at cost less accumulated depreciation and impairment losses. 

Compensation from third parties for items of property, plant and equipment that were impaired, lost or given up is included in surplus or 
deficit when the compensation becomes receivable. 

2. 3 Depreciation 

Depreciation on assets other than land is calculated on cost, using the straight-tine method, to allocate their cost to their residual values 
over the estimated useful lives of the assets. The depreciation method used reflects the pattern in which the asset's future economic 
benefits or service potential are expected to be consumed by the municipality. Each part of an item of property, plant and equipment 
with a cost that is significant in relation to the total cost of the item shall be depreciated separately. The depreciation rates are based on 
the following estimated useful lives. 

Depreciation only commences when the asset is available for use, unless stated otherwise. 

The following is an indication of the maximum expected useful life of the assets: 



Years 


Years 

Infrastructure 


Buildings 

30 

Roads and Paving 

30 



Electricity 

20 

Other 


Water 

20 

Specialist Vehicles 

20 

Landfill Sites 

7-50 

Other Vehicles 

7 



Office Equipment 

10 

Community 


Furniture and Fittings 

10 

Recreational Facilities 

30 

Specialised Plant and Equipment 

15 

Security 

5 

Other Plant and Equipment 

5 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 30 JUNE 2014 


The assets 1 residual values, estimated useful lives and depreciation method are reviewed annually, and adjusted prospectively If 
appropriate, at each reporting date. 

2. 4 Incomplete Construction Work 

incomplete construction work is stated at historical cost. Depreciation only commences when the asset is available for use. 
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KOUKAMMA MUNICIPALITY 

ACCOUNTING POLICIES TO THE ANNUAL FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 3Q JUNE 201 4 

2 . PROPERTY, PLANT AND EQUIPMENT (Continued) 

2. 5 Finance Leases 


Assets capitalised under finance leases are depreciated over their expected useful lives on the same basis as PPE controlled bv the 

the rel6Vant 16886 lf there iS n ° reasonable that the municipality will obtain ownership by 


2. 6 Land & Buildings 

Undeveloped Land is not depreciated as it Is deemed to have an indefinite useful life, buildings and other structures situated 
developed land are depreciated less their residual value over their useful life. 


on 


3. 


PROPERTY, PLANT AND EQUIPMENT (Continued) 

2. 7 Infrastructure Assets 

Infrastructure Assets are any assets that are part of a network of similar assets. Infrastructure assets are shown at cost less 

" npalra,ent ^ **• - - — — •» -£5 

2. 8 Derecognition of property, plant and equipment 

The carrying amount of an item of property, plant and equipment is derecognised on disposal, or when no future economic hanefite nr 
service potential are expected from its use or disposal. economic benefits or 

The gain or loss arising from the derecognition of an item of property, plant and equipment is included in surplus or deficit when the 
item is derecognised. Gains are not classified as revenue. 

Gains or losses are calculated as the difference between the carrying value of assets (cost less accumulated depreciation and 
accumulated impairment losses) and the disposal proceeds is included in the Statement of Financial Performance as a gain or loss on 
disposal of property, plant and equipment. a or 058 on 

The estimated useful lives and depreciation methods have been reviewed for the year ended 30 June 2013, and any changes therein 
have been implemented in accordance with the requirements of GRAP 1 7, GRAP 3. y 9 in 

INTANGIBLE ASSETS 

Intangible assets are initially recognised at cost. The cost of an intangible asset Is the purchase price and other costs attributable m 
bring the intangible asset to the location and condition necessary for it to be capable of operating in £ 
municipality, or where an intangible asset is acquired at no cost, orfor a nominal cost, the cost shall be its fair value as at the date of 
acquisition. Trade discounts and rebates are deducted in arriving at the cost. Intangible assets acquired separately o TntemaS 
generated are reported at cost less accumulated amortisation and accumulated impairment losses. The cost of an intangible asS 
acquired in exchange for a non-monetary assets or monetary assets, or a combination of monetary and non-monetarv assets Is 
measured at the fair value of the asset given up, unless the fair value of the asset received is more clearly evident. If the acquired item 
could not be measured at its fair value, its cost is measured at the carrying amount of the asset given up If the acauired item's fair 
value was not determinable, it's deemed cost Is the carrying amount of the asset(s) given up. 9 P ’ q d " f 

3. 1 Initial Recognition 


Identifiable non-monetary assets wrthout physical substance are classified and recognised as intangible assets. The municipality 
recognises an intangible asset in Its Statement of Financial Position only when it is probable that the expected future economic bSs 
or serv.ce potential that are attributable to the asset will flow to the municipality and the cost or fair value of the asset can be measured 

rBIJaDly. 


3. 2 Subsequent Measurement, Amortisation and Impairment 

After initial recognition, an intangible asset is carried at Its cost less any accumulated amortisation and any accumulated impairment 

losses ■ 

".SSSS. 1 *™ ^ r “° 9n ' S “' “ " **<*"“ ‘ ha " “ “ "“S™* - K" f «» -t Of =" 
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3. INTANGIBLE ASSETS (Continued) 

3, 2 Subsequent Measurement, Amortisation and Impairment (Continued) 

In terms of GRAP 31, intangible assets are distinguished between internally generated intangible assets and other intangible assets. It 
is further distinguished between indefinite or finite useful lives. Amortisation is charged on a straight-line basis over the intangible 
assets' useful lives (when the intangible asset is available for use), which are estimated to be between 3 to 5 years, the residual value 
of assets with finite useful lives is zero, unless an active market exists. Where intangible assets are deemed to have an indefinite 
useful life, such intangible assets are not amortised, however such intangible assets are subject to an annual impairment test. The 
useful lives per category of intangible assets are detailed below: 


Intangible asset 

Software 

Website 


Years 

2-10 


6 


Intangible assets are annually tested for impairment including intangible assets not yet available for use. Where items of intangible 
assets have been impaired, the carrying value is adjusted by the impairment loss, which is recognised as an expense in the period that 
the impairment is identified except where the impairment reverses a previous revaluation. The impairment loss Is the difference 
between the carrying amount and the recoverable amount. 

The estimated useful life, residual values and amortisation method are reviewed annually at the end of the financial year. Any 
adjustments arising from the annual review are applied prospectively as a change in accounting estimate in the Statement of Financial 
Performance. 

3. 3 Derecognition 

Intangible assets are derecognised when the asset is disposed of or when there are no further economic benefits or service potential 
expected from the use of the asset. The gain or loss arising on the disposal or retirement of an intangible asset is determined as the 
difference between the net disposals proceeds and the carrying value and is recognised in the Statement of Financial Performance. 


4. INVESTMENT PROPERTY 
4. 1 Initial Recognition 

Investment property includes property (land or a building, or part of a building, or both land or buildings held under a finance lease) held 
to earn rentals and/or for capital appreciation, rather than held to meet service delivery objectives, the production or supply of goods or 
services, or the sale of an asset in the ordinary course of operations. 

Investment property is recognized as an asset where, and only where: 

- It is probable that the future economic benefits or service potential that are associated with the investment property will flow to the 
entity; and 

■ The cost or fair value of the investment property can be measured reliably. 

At initial recognition, the municipality measures investment property at cost including transaction costs once it meets the definition of 
investment property. However, where an investment property was acquired through a non-exchange transaction (i.e. where it acquired 
the investment property for no or a nominal value), its cost is its fair value as at the date of acquisition. 

Based on management's judgement, the following criteria have been applied to distinguish investment properties from owner occupied 
property or property held for resale: 

* All properties held to earn market-related rentals or for capital appreciation or both and that are not used for administrative 
purposes and that will not be sold within the next 12 months are classified as Investment Properties; 

• Land held for a currently undetermined future use. (If the Municipality has not determined that it will use the land as owner- 
occupied property or for short-term sale in the ordinary course of business, the land is regarded as held for capital appreciation); 
and 

- A building that is vacant but is held to be leased out under one or more operating leases on a commercial basis to external parties. 
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INVESTMENT PROPERTY (Continued) 

4. 1 Initial Recognition (Continued) 

The following assets do not fall in the ambit of Investment Property and shall be classified as Property, Plant and Equipment Inventory 
or Non-Current Assets Held for Sale, as appropriate: ’ 1 

* Property intended for sale in the ordinary course of operations or in the process of construction or development for such sale; 

* Property being constructed or developed on behalf of third parties; 

■ Owner-occupied property, including (among other things) property held for future use as owner-occupied property, property held for 
future development and subsequent use as owner-occupied property, property occupied by employees such as housing for 
personnel (whether or not the employees pay rent at market rates) and owner-occupied property awaiting disposal; 

■ Property that is being constructed or developed for future use as investment property; 

* Property that is leased to another entity under a finance lease; 

* Property held to provide a social service and which also generates cash inflows, e.g. property rented out below market rental to 
sporting bodies, schools, low income families, etc.; and 

* Property held for strategic purposes or service delivery. 

4. 2 Subsequent Measurement 

4. 2. 1 Subsequent Measurement - Cost Model 

Investment property is measured using the cost model. Investment Property is stated at cost less accumulated depreciation and 
accumulated impairment losses. Depreciation is calculated on cost, using the straight-line method over the useful life of the property, 
which is estimated at 30 - 60 years. Components of assets that are significant in relation to the whole asset and that have different 
useful lives are depreciated separately. The residual value of the investment properties been assumed to be zero. 

The land Is not depreciated as it has an indefinite useful life. 

The gain or loss arising on the disposal of an investment properly is determined as the difference between the sales proceeds and the 
carrying value and is recognised in the Statement of Financial Performance. 


4. 3 Derecognition 

An investment property shall be derecognised (eliminated from the statement of financial position) on disposal or when the investment 
property is permanently withdrawn from use and no future economic benefits or service potential are expected from its disposal. 


IMPAIRMENT OF ASSETS 


The entity classifies all assets held with the primary objective of generating a commercial return as cash-generating assets All other 
assets are classified as non-cash-generating assets. 


5. 1. Impairment of Cash generating assets 

The municipality assesses at each reporting date whether there is any indication that an asset may be impaired. If any such indication 
exists, the municipality estimates the recoverable amount of the individual asset. 

If there is any indication that an asset may be impaired, the recoverable amount is estimated for the individual asset. If it is not possible 
to estimate the recoverable amount of the individual asset, the recoverable amount of the cash-generating unit to which the asset 
belongs is determined. 

The best evidence of fair value less cost to sell is the price in a binding sale agreement in an arms length transaction, adjusted for the 
incremental cost that would be directly attributable to the disposal of the asset. 

The recoverable amount of an asset or a cash-generating unit is the higher of its fair value less costs to sell and its value in use. 

If the recoverable amount of an asset is less than its carrying amount, the carrying amount of the asset is reduced to its recoverable 
amount. That reduction is an impairment loss. 

An impairment loss of assets carried at cost less any accumulated depreciation or amortisation is recognised immediately in surplus or 
deficit. 

An impairment loss is recognised for cash-generating units if the recoverable amount of the unit is less than the carrying amount of the 
unit. The impairment loss Is allocated to reduce the carrying amount of the assets of the unit as follows: 

• to the assets of the unit, pro rata on the basis of the carrying amount of each asset in the unit. 
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A municipality assesses at each reporting date whether there is any indication that an impairment loss recognised in prior periods for 
assets may no longer exist or may have decreased. If any such indication exists, the recoverable amounts of those assets are 
estimated. 

The increased carrying amount of an asset attributable to a reversal of an impairment loss does not exceed the carrying amount that 
would have been determined had no impairment loss been recognised for the asset in prior periods. 
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5. IMPAIRMENT OF ASSETS (Continued) 

5. 1 . Impairment of Cash generating assets (Continued) 

A reversal of an impairment loss of assets carried at cost less accumulated depreciation or amortisation is recognised immediately in 
surplus or deficit 

5. 2, Impairment of Non-Cash generating assets 

The municipality assesses at each reporting date whether there is any indication that an asset may be impaired . If any such indication 
exists, the municipality estimates the recoverable service amount of the asset 

If there is any indication that an asset may be impaired, the recoverable service amount is estimated for the individual asset. If it is not 
possible to estimate the recoverable service amount of the individual asset, the recoverable service amount of the cash-generating unit 
to which the asset belongs is determined. 

The recoverable service amount is the higher of a non-cash generating asset's fair value less costs to sell and its value in use. The 
value in use for a non-cash generating asset is the present value of the asset's remaining service potential. 

If the recoverable service amount of an asset is less than its carrying amount, the carrying amount of the asset is reduced to its 
recoverable service amount. That reduction is an impairment loss. 

An impairment loss of assets carried at cost less any accumulated depreciation or amortisation is recognised immediately in surplus or 
deficit. 

An impairment loss is recognised for non cash-generating units if the recoverable service amount of the unit is less than the carrying 
amount of the unit. The impairment loss is allocated to reduce the carrying amount of the assets of the unit to the assets of the unit, pro 
rata on the basis of the carrying amount of each asset in the unit 

A municipality assesses at each reporting date whether there is any indication that an impairment loss recognised in prior periods for 
assets may no longer exist or may have decreased. If any such indication exists, the recoverable service amounts of those assets are 
estimated. 

The increased carrying amount of an asset attributable to a reversal of an impairment loss does not exceed the carrying amount that 
would have been determined had no impairment loss been recognised for the asset in prior periods, 

A reversal of an impairment loss of assets carried at cost less accumulated depreciation or amortisation is recognised immediately in 
surplus or deficit. 

6. FINANCIAL INSTRUMENTS 

The municipality has various types of financial instruments and these can be broadly categorised as either financial assets, financial 
liabilities or equity instruments in accordance with the substance of the contractual agreement . The municipality only recognises a 
financial instrument when it becomes a party to the contractual provisions of the instrument. 

Initial recognition 

Financial assets and financial liabilities are recognised on the entity's Statement of Financial Position when the entity becomes party to 
the contractual provisions of the instrument. 

The Entity does not offset a financial asset and a financial liability unless a legally enforceable right to set off the recognised amounts 
currently exist; and the entity intends either to settle on a net basis, or to realise the asset and settle the liability simultaneously. 

The effective interest rate method 

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial liability and of allocating 
the interest income or interest expense over the relevant period. The effective interest rate is the rate that exactly discounts estimated 
future cash payments or receipts through the expected life of the financial instrument or, when appropriate, a shorter period to the net 
carrying amount of the financial asset or financial liability. 


Amortised cost 


Amortised cost is the amount at which the financial asset or financial liability is measured at initial recognition minus principal 
repayments, plus or minus the cumulative amortisation using the effective interest method of any difference between that initial amount 
and the maturity amount, and minus any reduction for impairment or uncollectibility. 

6. 1 Financial Assets - Classification 

A financial asset is any asset that is cash or a contractual right to receive cash. 
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In accordance with GRAP 104 the Financial Assets of the municipality are classified as follows into the three categories allowed by this 
standard: 

Financial assets at amortised cost 
Financial assets at fair value 
Financial assets at cost 
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6. FINANCIAL INSTRUMENTS (Continued) 

6. 1 Financial Assets - Classification (Continued) 

The municipality has the following types of financial assets as reflected on the face of the Statement of Financial Position or in the 
notes thereto: 


Type of Financial Asset 

Classification In terms of GRAP 104 

Short-term Investment Deposits - Call 

Financial Instruments at Amortised Cost 

Bank Balances and Cash 

Financial Instruments at Amortised Cost 

Consumer Debtors 

Financial Instruments at Amortised Cost 

Other Debtors 

Financial Instruments at Amortised Cost 

Vat Receivable 

Financial Instruments at Amortised Cost 


Cash includes cash on hand (including petty cash) and cash with banks (including call deposits). Cash equivalents are short-term 
highly liquid investments, readily convertible into known amounts of cash, that are held with registered banking institutions and are 
subject to an insignificant risk of change in value. For the purposes of the cash flow statement, cash and cash equivalents comprise 
cash on hand, deposits held on call with banks, net of bank overdrafts. The municipality categorises cash and cash equivalents as 

6. 2 Financial Liabilities - Classification 

A financial Jiability is a contractual obligation to deliver cash or another financiai asset to another entity. The municipality has the 
following types of financial liabilities as reflected on the face of the Statement of Financial Position or in the notes thereto: 


Type of Financial Liability 

Classification in terms of GRAP 104 

Long-term Liabilities 

Financial liabilities measured at amortised cost 

Other Creditors 

Financial liabilities measured at amortised cost 

Trade Creditors 

Financial liabilities measured at amortised cost 

Accruals 

Financial liabilities measured at amortised cost 

Consumer Deposits 

Financial liabilities measured at amortised cost 

Retention 

Financiai liabilities measured at amortised cost 


Bank overdrafts are recorded based on the facility utilised. Finance charges on bank overdrafts are expensed as incurred. 

6. 3 Initial and Subsequent Measurement 

When a financial asset or financial liability is recognised initially, an entity shall measure it at its fair value plus, in the case of a financial 
asset or a financial liability not subsequently measured at fair value, transaction costs that are directly attributable to the acquisition or 
issue of the financial asset or financial liability. 

6. 3 Initial and Subsequent Measurement 

Financial Liabilities held at amortised cost 

Any other financial liabilities are classified as "Other financial liabilities” (All payables, loans and borrowings are classified as other 
liabilities) and are initially measured at fair value, net of transaction costs. Trade and other payables, interest bearing debt including 
finance lease liabilities, non-interest bearing debt and bank borrowings are subsequently measured at amortised cost using the 
effective interest rate method. Interest expense is recognised in the Statement of Financial Performance by applying the effective 
interest rate. Bank borrowings, consisting of interest-bearing short-term bank loans, repayable on demand and overdrafts are recorded 
at the proceeds received. Finance costs are accounted for using the accrual basis and are added to the carrying amount of the bank 
borrowing to the extent that they are not settled in the period that they arise. 


Financial guarantee contract 

Financial guarantee contracts represent contracts that require the issuer to make specified payments to reimburse the holder for a loss 
it incurs because a specified debtor fails to make payments when they are contractually due. Financial guarantee contract liabilities are 
initially measured at fair value. The subsequent measurement of financial guarantee contracts is the higher of the amount determined 
in accordance with the policy on provisions as set out below, or the amount initially recognised less when appropriate cumulative 
amortisation. 


6. 4 impairment of Financial Assets 
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Financial assets, other than those at fair value, are assessed for indicators of impairment at the end of each reporting period. Financial 
assets are impaired where there is objective evidence of impairment of Financial Assets (such as the probability of insolvency or 
significant financial difficulties of the debtor). If there is such evidence the recoverable amount is estimated and an impairment loss is 
recognised in accordance with GRAP 104. 
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6, FINANCIAL INSTRUMENTS (Continued) 

6. 4 Impairment of Financial Assets (Continued) 

Financial assets carried at amortised cost 

Debtors encompasses long term debtors, consumer debtors and other debtors. 

Initially Debtors are valued at fair value and subsequently carried at amortised cost using the effective interest rate method. An 
estimate is made for doubtful debt based on past default experience of all outstanding amounts at year-end. Bad debts are written off 
the year in which they are identified as irrecoverable. Debtors within 12 months from the date of reporting are classified as current. 


A provision for impairment of debtors is established when there is objective evidence that the municipality will not be able to collect aii 
amounts due according to the original terms of receivables. The provision is made in accordance with GRAP 104 whereby the 
recoverability of debtors are assessed individually and then collectively after grouping the assets in financial assets with similar credit 
risk characteristics. The amount of the provision is the difference between the financial asset’s carrying amount and the present value 
of estimated future cash flows, discounted at the original effective interest rate. Future cash flows in a group of financial assets that are 
collectively evaluated for impairment are estimated on the basis of historical loss experience for assets with credit risk characteristics 
similar to those in the group. Cash flows relating to short-term receivables are not discounted where the effect of discounting is 
immaterial. 

Government accounts are not provided for as such accounts are regarded as receivable. 

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets carried at amortised cost 
with the exception of consumer debtors, where the carrying amount is reduced through the use of an allowance account. When a 
consumer debtor is considered uncollectible, it is written off against the allowance account. Subsequent recoveries of amounts 
previously written off are credited against revenue. Changes in the carrying amount of the allowance account are recognised in the 
Statement of Financial Performance. 

The amount of the impairment loss decreases and the decrease can be related objectively to an event occurring after the impairment 
was recognised, the previously recognised impairment loss is reversed through the Statement of Financial Performance to the extent 
that the carrying amount of the investment at the date the impairment is reversed does not exceed what the amortised cost would have 
been had the impairment not been recognised. 


6. 5 Derecognition of Financial Assets 

The municipality derecognises Financial Assets only when the contractual rights to the cash flows from the asset expire or it transfers 
the financial asset and substantially all the risks and rewards of ownership of the asset to another entity, except when Council approves 
the write-off of Financial Assets due to non recoverability. 

If the municipality neither transfers nor retains substantially all the risks and rewards of ownership and continues to control the 
transferred asset, the municipality recognises its retained interest in the asset and an associated liability for amounts it may have to 
pay. If the municipality retains substantially all the risks and rewards of ownership of a transferred financial asset, the municipality 
continues to recognise the financial asset and also recognises a collateralised borrowing for the proceeds received, 

6. 6 Derecognition of Financial Liabilities 

The municipality derecognises Financial Liabilities when, and only when, the municipality's obligations are discharged, cancelled or 
they expire. The municipality recognises the difference between the carrying amount of the financial liability (or part of a financial 
liability) extinguished or transferred to another party and the consideration paid, including any non-cash assets transferred or liabilities 
assumed, in the Statement of Financial Performance. 

7. INVENTORIES 

7. 1 Initial Recognition 

Inventories comprise current assets held for sale and current assets for consumption or distribution during the ordinary course of 
business. Inventories are initially recognised at cost. Cost generally refers to the purchase price, plus taxes, transport costs and any 
other costs in bringing the inventories to their current location and condition. Where inventory is manufactured, constructed or 
produced, the cost includes the cost of labour, materials and overheads used during the manufacturing process. 

Where inventory is acquired by the municipality for no or nominal consideration (i.e. a non-exchange transaction), the cost is deemed to 
be equal to the fair value of the item on the date acquired. 
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Direct costs relating to properties that will be sold as Inventory are accumulated for each separately identifiable development. Costs 
also include a proportion of overhead costs. 
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7. INVENTORIES (Continued) 


7. 2 Subsequent Measurement 


Consumable stores, raw materials, work-in-progress and finished goods 

Consumable stores, raw materials, work-in-progress and finished goods are valued at the lower 
amount that an entity expects to realise from the sale on inventory in the ordinary course of 
determining cost is the weighted average cost of commodities. If inventories are to be distributed 
they are valued at the lower of cost and net realisable value. 


of cost and net realisable value (net 
business)* In general the basis of 
at no charge or for a nominal charge 


Water Inventory 

Water is regarded as inventory when the municipality has incurred purification costs on water obtained from natural resources (rain, 
rivers wrings, boreholes etc.). However, water in dams, that are filled by natural resources and that has not yet been treated and is 
under the control of the municipality but can not be measured reliably as there is no cost attached to the water, and it is therefore not 
recognised in the statement of financial position. The basis of determining the cost of water purchased and not yet sold at statement of 
financial position date comprises all costs of purchase, cost of conversion and other costs incurred m bringing the inventory to its 
□resent location and condition, net of trade discounts and rebates. Water and purified effluent are valued by using the weighted 
average method at the lowest of purified cost and net realisable value, insofar as it is stored and controlled in reservoirs at year-end. 


Redundant and stow-moving inventories 

Redundant and slow-moving inventories are identified and written down from cost to net realisable value with regard to their estimated 
economic or realisable values and sold by public auction. Net realisable value is the estimated selling price in the ordmary course of 
business less applicable variable selling expenses. Differences arising on the measurement of such inventory at the lower of cos and 
Set realisable value are recognised in the Statement of Financial Performance in the year in which they arise. The amoum of any 
revereal of any write-down of inventories arising from an increase in net realisable value or current replacement cost is recognised as a 
reduction in the amount of inventories recognised as an expense in the period in which the reversal occurs. 


The carrying amount of inventories is recognised as an expense in the period that the inventory was sold, distributed, written off or 
consumed, unless that cost qualifies for capitalisation to the cost of another asset. 


8. REVENUE RECOGNITION 


8. 1 General 

Revenue excluding value-added taxation where applicable, is derived from a variety of sources which include rates levied, grants from 
other tiere of government and revenue from trading activities and other services provided. Revenue is recognised when it is probable 
that future economic benefits or service potential will flow to the municipality and these benefits can be measured reliably, except when 
soecificallv stated otherwise. The amount of revenue is not considered to be reliably measurable until all contingencies relating to he 
sale have been resolved. The municipality bases its estimates on historical results, taking into consideration the type of customer, the 
type of transaction and the specifics of each arrangement. Furthermore services rendered are recognised by reference to the stage of 
completion of the transaction at the reporting date. 


Revenue comprises the fair value of the consideration received or receivable for the sate of goods and services in the ordinary course 
of the municipality’s activities. Revenue is shown net of value-added tax, returns, rebates and discounts. 


Revenue from non-exchange transactions refers to transactions where the municipality received 
directly giving approximately equal value in exchange. Revenue from non-exchange transactions 
that the related receipt or receivable qualifies for recognition as an asset and there is no liability to 


revenue from another entity without 
is generally recognised to the extent 
repay the amount, 


8. 1 Revenue from Exchange T ransactions 

Revenue from exchange transactions refers to revenue that accrued to the municipality directly in return for services rendered , the 
value of which approximates the consideration received or receivable. 


8, 1.1 Service Charges 

Service charges relating to sanitation and sewage are levied in terms of the approved tariffs. 
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Service charges relating to electricity and water are based on consumption. Meters are normally read on a monthly basis and are 
recognised as revenue when invoiced. Where meters are not read monthly, provisional estimates of consumption, based on the 
consumption history, are made monthly when meter readings have not been performed. The provisional estimates of consumption are 
recognised as revenue when invoiced, except at year-end when estimates of consumption up to year-end are recorded as revenue 
without being invoiced. Adjustments to provisional estimates of consumption are made in the invoicing period in which meters have 
been read. These adjustments are recognised as revenue in the invoicing period. In respect of estimates of consumption between the 
last reading date and the reporting date, an accrual is made based on the average monthly consumption of consumers. 
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8. REVENUE RECOGNITION (Continued) 

8. 1. 1 Service Charges (Continued) 

Service charges relating to refuse removal are recognised on a monthly basis in arrears by applying the approved tariff to each property 
that has improvements. Tariffs are determined per category of property usage, and are levied monthly based on the number of refuse 
containers on each property, regardless of whether or not all containers are emptied during the month. 

In circumstances where services cannot readily be measured and quantified, a flat rate service charge is levied monthly on such 
properties. 

8. 1. 2 Pre-paid Electricity 

Revenue from the sale of electricity pre-paid meter cards are recognised at the point of sale. An adjustment for an unutilised portion is 
made at year-end based on the average consumption history. 

8. 1, $ Finance income 

Interest earned on investments is recognised in the Statement of Financial Performance on the time proportionate basis that takes into 
account the effective yield on the investment. 

interest earned on unutilised conditional grants is allocated directly to the creditor: unutilised conditional grants, if the grant conditions 
indicate that interest is payable to the funder. 

8. 1 - 4 Tariff Charges 

Revenue arising from the application of the approved tariff charges is recognised when the relevant service is rendered by applying the 
relevant authorised tariff. This includes the issuing of licences and permits. 

8* 1. 5 Sate of Goods 

Revenue from the sale of goods is recognised when all the following conditions have been met; 

• The municipality has transferred to the buyer the significant risks and rewards of ownership of the goods. 

- The municipality retains neither continuing managerial involvement to the degree usually associated with ownership nor effective 
control over the goods sold. 

• The amount of revenue can be measured reliably. 

■ It is probable that the economic benefits or service potential associated with the transaction will flow to the municipality. 

• The costs incurred or to be incurred in respect of the transaction can be measured reliably. 

8. 1 8 Rentafs 

Revenue from the rental of facilities and equipment is recognised on a straight-line basis over the term of the lease agreement. 

8. 2 Revenue from Non-exchange T ransactions 

Revenue from non-exchange transactions refers to transactions where the municipality received revenue from another entity without 
directly giving approximately equal value in exchange. Revenue from non-exchange transactions is generally recognised to the extent 
that the related receipt or receivable qualifies for recognition as an asset and there is no liability to repay the amount. 

An inflow of resources from a non-exchange transaction, that meets the definition of an asset shall be recognised as an asset when it is 
probable that the future economic benefits or service potential associated with the asset will flow to the municipality and the fair value of 
the asset can be measured reliably. The asset shall be recognised as revenue, except to the extent that a liability is also recognised in 
respect of the same inflow. A present obligation arising from a non-exchange transaction that meets the definition of a liability will be 
recognised as a liability when it is probable that an outflow of economic benefit will be required to settle the obligation and a reliable 
estimate of the amount can be made. 

8. 2 . 1 Rates and Taxes 

Revenue from property rates is recognised when the legal entitlement to this revenue arises, Collection charges are recognised when 
such amounts are legally enforceable. Penalty interest on unpaid rates is recognised on a time proportion basis with reference to the 
principal amount receivable and effective interest rate applicable. A composite rating system charging different rate tariffs is employed. 
Rebates are granted to certain categories of ratepayers and are deducted from revenue. 
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8. Z 2 Fines 

Fines constitute both spot fines and summonses. Revenue from spot fines and summo nses is recognised when payment is received, 
together with management's best estimate of the probabie inflows from the amounts not yet collected. 
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8. REVENUE RECOGNITION (Continued) 

8. 2 Revenue from Non-exchange T ransactions (Continued) 

& 2. 3 Revenue from conditional grants , building and funding 

Income received from conditional grants, donations and funding are recognised as revenue to the extent that the municipality has 
complied with any of the criteria, conditions or obligations embodied in the agreement. To the extent that the criteria, conditions or 
obligations have not been met a liability is recognised. Government grants that are receivable as compensation for expenses or losses 
already incurred or for the purpose of giving immediate financial support to the municipality with no future related costs are recognised 
in the Statement of Financial Performance in the period in which they become receivable. 

8 2. 4 Revenue from Recovery of Unauthorised, Irregular, Fruitless and Wasteful Expenditure 

Revenue from the recovery of unauthorised, irregular, fruitless and wasteful expenditure is based on legislated procedures, including 
those set out in the Municipal Finance Management Act (Act No. 56 of 2003) and is recognised when the recovery thereof from the 
responsible councillors or officials is virtually certain. Such revenue is based on legislated procedures. 

9. PROVISIONS 

Provisions are recognised when: 

- The municipality has a present legal or constructive obligation as a result of past events; 

- It is probable that an outflow of resources embodying economic benefits or service potential will be required to settle the obiigation; 
and 

■ A reliable estimate can be made of the obligation 

The best estimate of the expenditure required to settle the present obligation is the amount that an entity would rationally pay to settle 
the obligation at the reporting date or to transfer it to a third party at that time and are determined by the judgement of the management 
of the entity, supplemented by experience of similar transactions and, in some cases, reports from independent experts. The evidence 
considered includes any additional evidence provided by events after the reporting date. Uncertainties surrounding the amount to be 
recognised as a provision are dealt with by various means according to the circumstances, Where the provision being measured 
involves a large population of items, the obligation is estimated by weighting all possible outcomes by their associated probabilities. 


Future events that may affect the amount required to settle an obligation are reflected in the amount of a provision where there is 
sufficient objective evidence that they will occur. Gains from the expected disposal of assets are not taken into account in measuring a 
provision. Provisions are not recognised for future operating losses. The present obligation under an onerous contract is recognised 
and measured as a provision. An onerous contract is a contract in which the unavoidable costs of meeting the obligations under the 
contract exceed the economic benefits expected to be received under it. The unavoidable costs under a contract reflect the feast net 
cost of exiting from the contract, which is the lower of the cost of fulfilling it and any compensation or penalties arising from failure to 
fulfil it - this unavoidable cost resulting from the contract is the amount of the provision to be recognised. 


Provisions are reviewed at reporting date and the amount of a provision is the present value of the expenditure expected to be required 
to settle the obligation. When the effect of discounting is material, provisions are determined by discounting the expected future cash 
flows that reflect current market assessments of the time value of money. The impact of the periodic unwinding of the discount is 
recognised in the Statement of Financial Performance as a finance cost as it occurs. 

Environmental rehabilitation provisions 

Estimated long-term environmental provisions, comprising rehabilitation and landfill site closure, are based on the Entity’s policy, taking 
into account current technological, environmental and regulatory requirements. The provision for rehabilitation is recognised as and 
when the environmental liability arises. To the extent that the obligations relate to the asset, they are capitalised as part of the cost of 
those assets. Any subsequent changes to an obligation that did not relate to the initial related asset are charged to the Statement of 
Financial Performance. 

10. EMPLOYEE BENEFITS 

10. 1 Short-term Employee Benefits 
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Remuneration to employees is recognised in the Statement of Financial Performance as the services are rendered, except for non- 
accumulating benefits, which are only recognised when the specific event occurs. 

The municipality treats its provision for leave pay as an accrual. 
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10, EMPLOYEE BENEFITS 

10. 1 Short-term Employee Benefits 

The costs of all short-term employee benefits such as leave pay, are recognised during the period in which the employee renders the 
related service. The liability for leave pay is based on the total accrued leave days at year end and is shown as a creditor in the 
Statement of Financial Position. The municipality recognises the expected cost of performance bonuses only when the municipality has 
a present legal or constructive obligation to make such payment and a reliable estimate can be made. 


10. 2 Post employment be nefrts 

The Municipality provides post-retirement medical benefits by subsidizing the medical aid contributions of certain retired staff according 
to the rules of the medical aid funds. Council pays 60% as contribution and the remaining 40% are paid by the members. The 
entitlement to these benefits is usually conditional on the employee remaining in service up to retirement age and the completion of a 
minimum service period. The present value of the defined benefit liability is actuarialiy determined in accordance with GRAP 25 - 
Employee benefits (using a discount rate applicable to high quality government bonds). The plan is unfunded. 


10, 2. 1 Post-retirement Health Care Benefits: 

The municipality has an obligation to provide Post-retirement Health Care Benefits to certain of its retirees. According to the rules of the 
Medical Aid Funds, with which the municipality is associated, a member (who is on the current Conditions of Service), on retirement, is 
entitled to remain a continued member of the Medical Aid Fund, in which case the municipality is liable for a certain portion of the 
medical aid membership fee. 

The defined benefit liability is the aggregate of the present value of the defined benefit obligation. The plan is unfunded. The present 
value of the defined benefit obligation is calculated using the projected unit credit method, incorporating actuarial assumptions and a 
discount rate based on the government bond rate. Valuations of these obligations are carried out every year by independent qualified 
actuaries. 

Actuarial gains or Josses are recognised immediately in the Statement of Financial Performance. 

Past-service costs are recognised immediately in expenditure, unless the changes to the pension plan are conditional on the 
employees remaining in service for a specified period of time (the vesting period). In this case, the past-service costs are amortised on 
a straight-line basis over the vesting period. 

10. 2, 2 Long-service Allowance 

The municipality has an obligation to provide Long-service Allowance Benefits to all of its employees. According to the rules of the 
Long-service Allowance Scheme, which the municipality instituted and operates, an employee (who is on the current Conditions of 
Service), is entitled to a cash allowance, calculated in terms of the rules of the scheme. The municipality’s liability is based on an 
actuarial valuation. The projected unit credit method has been used to value the liabilities. Actuarial gains and losses on the long-term 
incentives are accounted for through the statement of financial performance. 

11. LEASES 

Lease Classification 

Leases are classified as finance leases where substantially all the risks and rewards associated with ownership of an asset are 
transferred to the municipality. 

Leases other than finance leases are classified as operating leases. 

11. 1 The Municipality as Lessee 
Finance leases 

Where the Municipality enters into a finance lease, Property, plant and equipment or Intangible Assets subject to finance lease 
agreements are capitalised at amounts equal to the fair value of the leased asset or, if lower, the present value of the minimum lease 
payments, each determined at the inception of the lease. Corresponding liabilities are included in the Statement of Financial Position 
as Finance Lease Liabilities. The corresponding liabilities are initially recognised at the inception of the lease and are measured at 
lower of fair value of the asset or the PV of the minimum lease payments, discounted for the effect of interest. In discounting the lease 
payments, the municipality uses the interest rate that exactly discounts the lease payments and unguaranteed residual value to the fair 
value of the asset plus any direct costs incurred. Lease payments are allocated between the lease finance cost and the capital 
repayment using the effective interest rate method. 
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Subsequent to initial recognition, the leased assets are accounted for in accordance with the stated accounting policies applicable to 
Property, Plant and Equipment or intangibles. The lease liability is reduced by the lease payments, which are allocated between the 
lease finance cost and the capital repayment using the effective interest rate method. Lease finance costs are expensed in the 
Statement of Financial Performance when incurred. The accounting policies relating to derecognition of financial instruments are 
applied to lease payables. The lease asset is depreciated over the shorter of the asset's useful life or the lease term. 
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11. LEASES 

11. 1 The Municipality as Lessee 
Operating leases 

The municipality recognises operating lease rentals as an expense In the Statement of Financial Performance on a straight-line basis 
over the term of the relevant lease. The difference between the amounts recognised as an expense and the contractual payments are 
recognised as an operating lease asset or liability. 

In the event that lease incentives are received to enter into operating leases, such incentives are recognised as a liability. The 
aggregate benefit of incentives is recognised as a reduction of rental expense on a straight-line basis, except where another systematic 
basis is more representative of the time pattern in which economic benefits from the leased asset are consumed. 

11. 2 The Municipality as Lessor 

Operating lease rental income is recognised on a straight-line basis over the term of the relevant lease, 

11. 3 Determining whether an arrangement contains a lease 

At inception of an arrangement, the Municipality determines whether such an arrangement is or contains a lease. A specific asset is the 
subject of a lease if fulfilment of the arrangement is dependent on the use of that specified asset. An arrangement conveys the right to 
use the asset if the arrangement conveys to the Municipality the right to control the use of the underlying asset. At inception or upon 
reassessment of the arrangement, the Municipality separates payments and other consideration required by such an arrangement into 
those for the lease and those for other elements on the basis of their relative fair values. If the Municipality concludes for a finance 
lease that it is impracticable to separate the payments reliably, an asset and a liability are recognised at an amount equal to the fair 
value of the underlying asset. Subsequently the liability is reduced as payments are made and an imputed finance charge on the 
liability is recognised using the Municipality’s incremental borrowing rate. 

1 2. BORROWING COSTS 

Borrowing costs are expensed as they occur. 

13 GRANTS-IN-AID 

The municipality transfers money to individuals, organisations and other sectors of government from time to time. When making these 
transfers, the municipality does not: 

• Receive any goods or services directly in return, as would be expected in a purchase or sale transaction; 

- Expect to be repaid in future; or 

- Expect a financial return, as would be expected from an investment. 

These transfers are recognised in the Statement of Financial Performance as expenses in the period that the events giving rise to the 
transfer occurred. 

14 VALUE ADDED TAX 

The Municipality is registered with SARS for VAT on the payments basis, in accordance with Sec15(2)(a) of the Value-Added Tax Act 
No 89 of 1991. Revenue, expenses and assets are recognised net of the amounts of value added tax. The net amount of Value added 
tax recoverable from, or payable to, the taxation authority is included as part of receivables or payables in the Statement of Financial 
Position. 

1 5. UNAUTHORISED EXPENDITURE 

Unauthorised expenditure is expenditure that has not been budgeted, expenditure that is not in terms of the conditions of an allocation 
received from another sphere of government, municipality or organ of state and expenditure in the form of a grant that is not permitted 
in terms of the Municipal Finance Management Act (Act No 56 of 2003). All expenditure relating to unauthorised expenditure is 
recognised as an expense in the statement of financial performance in the year that the expenditure was incurred. The expenditure is 
classified in accordance with the nature of the expense, and where recovered, it is subsequently accounted for as revenue in the 
statement of financial performance. If the expenditure is not condoned by the Council it is treated as an asset until it is recovered or 
written off as irrecoverable. 
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16. IRREGULAR EXPENDITURE 

Irregular expenditure is expenditure that is contrary to the Municipal Finance Management Act (Act No 56 of 2003t th P Mnnir-inai 
Systems Act (Act No 32 of 2000). th. Public Office Bearers Act (Act No 20 of Idol) or Is 

Municipal Entities supply chain management policies. Irregular expenditure excludes unauthorised expenditure. Irregular expenditure 
is accounted for as an expense in the Statement of Financial Performance in the period it occurred and where recovered it is 
subsequently accounted for as revenue in the Statement of Financial Performance. If the expenditure is not condoned by foe Coundl it 
is treated as an asset until it is recovered or written off as irrecoverable, ’ 

17. FRUITLESS AND WASTEFUL EXPENDITURE 

Fruitless and wasteful expenditure is expenditure that was made in vain and would have been avoided had reasonable rare hean 
exercised. Ali expenditure relating to fruitless and wasteful expenditure is recognised as an expense In the ESfcHiSS 
performance in the year that the expenditure was incurred. The expenditure is classified in accordance with the nature of foe expense 
and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. If the wDendhureTnoi 
condoned by the Council it is treated as an asset until jt is recovered or written off as irrecoverable 

18. CHANGES IN ACCOUNTING POLICIES, ESTIMATES AND ERRORS 

Changes in accounting policies that are effected by management have been applied retrospectively in accordance with GRAP 3 
requirements, except to the extent that it is impracticable to determine the period-specific effects or the cumulative effect of the chance 
in policy. In such cases the municipality shall restate the opening balances of assets, liabilities and net assets for the earliest perfod for 

wh'ch retrospective restatement is practicable. Refer to the notes to the Annual Financial Statements for detaifs of changes fo 
accounting policies where applicable. ranges in 

Changes in accounting estimates are applied prospectively in accordance with GRAP 3 requirements. Details of changes in estimates 
are disclosed in the notes to the annual financial statements where applicable. 9 estimates 

Correction of errors is applied retrospectively in the period in which the error has occurred in accordance with grap 7 
except to foe extent that it is impracticable to determine the period-specific effects or the cumulativeeffect of the eror In such ^2 
the municipality shall restate the opening balances of assets, .labilities and net assets for the eadiett perfod for^ Sh ^e ms P 2 ve 
restatement is practicable. Re er to the notes to the Annual Financial Statements for details of corrections of errors record S foe 
period under review where applicable. u uunn 9 ™ 

19. RELATED PARTIES 

Individuals as well as their close family members, and/or entities are related parties if one party has the ability directly or indirectly t„ 
control or jointly control the other party or exercise significant influence over the other party In making financial and/or emeriti nn 
decisions. Related parties include key management personnel such as the Municipal Manager, Chief Financial Officer and all othe^ 

20. EVENTS AFTER THE REPORTING DATE 

Events after the reporting date that are classified as adjusting events have been accounted for in the Annual Financial Statements The 

•" ^ “ non - a0|usen9 "‘“"a “• '■» *•» ««*>-■> I" «» "Ole. to 


21. FOREIGN CURRENCIES 

Transactions '" foreign currencies are initially recorded at the prevailing exchange rats on the dates of the transactions Monetary 

assets and liabilities denominated in such foreign currencies are retranslated at the rates prevailing at the reoortina date Fyrhanil 
differences are included in foe Statement of Financial Performance. prevailing at foe reporting date. Exchange 

22. COMPARATIVE INFORMATION 

22. 1 Current year comparatives: 

nnandaJsfo^ements^^' 8CC0rdanCe With GRAP 24 ’ been provided to these fi ™"clal statements and forms part of the Annual 


22. 2 Prior year comparatives 


42 


180 


KOUKAMMA MUNICIPALITY 
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When the presentation or classification of items in the Annual Financial Statements is amended, prior period comparative amounts are 
reclassified, unless a standard of GRAP does not require the restatements of comparative information. The nature and reasons for the 
reclassification are disclosed. Where material accounting errors have been identified in the current year, the correction is made 
retrospectively as far as is practicable, and the prior year comparatives are restated accordingly. Where there has been a change in 
accounting policy in the current year, the adjustment is made retrospectively as far as is practicable, and the prior year comparatives 
are restated accordingly. 
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22 COMPARATIVE INFORMATION 

22. 3 Budget Information 

The annual budget figures for the period 1 July 2013 to 30 June 2014 have been prepared and presented in accordance with the 
GRAP standard under the accrual basis of accounting for budgets approved by Council by nature classification, and are consistent with 
the accounting policies adopted by the Council for the preparation of these financial statements. Explanatory comment is provided in 
the notes to the annual financial statements giving firstly reasons for overall growth or decline in the budget and secondly motivations 
for over- or under spending on line items. The annual budget figures included in the financial statements are for the Municipality and do 
not include budget information relating to subsidiaries or associates. These figures are those approved by the Council at the beginning 
and during the year following a period of consultation with the public as part of the Integrated development plan. 


23. CONTINGENT ASSETS AND CONTINGENT LIABILITIES 

Contingent liabilities represent a possible obligation that arises from past events and whose existence will be confirmed only by an 
occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the entity. A contingent liability can 
also arise as a result of a present obligation that arises from past events but which is not recognised as a liability either because it is not 
probable that an outflow of resources embodying economic benefits will be required to settle the obligation or the amount of the 
obligation cannot be measured with sufficient reliability. 

Contingent assets represent possible assets that arise from past events and whose existence will be confirmed only by an occurrence 
or non-occurrence of one or more uncertain future events not wholly within the control of the entity. 

Contingent assets and contingent liabilities are not recognised. Contingencies are disclosed in the notes to the annual financial 
statements. 

24. TREATMENT OF ADMINISTRATION AND OTHER OVERHEAD EXPENSES 

The costs of internal support services are transferred to the various services and departments to whom resources are made available. 


25. CAPITAL COMMITMENTS 

Items are classified as commitments where the Municipality commits itself to future transactions that will normally result in the outflow of 
resources. 


Capital commitments are not recognised in the statement of financial position as a liability but are included in the disclosure notes in 

the following cases: 

- Approved and contracted commitments, where the expenditure has been approved and the contract has been awarded at the 
reporting date, where disclosure is required by a specific standard of GRAP. 

■ Approved but not yet contracted commitments, where the expenditure has been approved and the contract has yet to be awarded 
or is awaiting finalisation at the reporting date. 

- Items are classified as commitments where the municipality commits itself to future transactions that will normally result in the 
outflow of resources. 

* Contracts that are entered into before the reporting date, but goods and services have not yet been received are disclosed in the 
disclosure notes to the financial statements. 

- Other commitments for contracts are non-cancellable or only cancel la bie at significant cost contracts should relate to something 
other than the business of the municipality. 


44 


182 


Total Receivables from Exchange Transactions 5,491,872 3,544,845 
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61 -90 days 285,718 286,090 

91 -120 days 282,686 286,540 

+120 days 10,537,966 7,378,526 

Allowance for debt impairment (10,105,303) (7,701,819) 

1,903,081 1,193,024 
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Balance at end of year 8,213,773 8,095,710 
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The municipality did not pledge any of its Cash and Cash Equivalents as collateral for its financial liabilities. 
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KOU-KAMMA MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2014 
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Total Post-retirement Benefit included in Employee Related Costs (Note 23) 337,866 -172,847 


* 
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In accordance with the transitional provisions for the amendments to GRAP 25 Employee Benefits in December 2004, the disclosures above are determined prospectively from the 2009 reporting 
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Total Government Grants and Subsidies 95,740,215 74,523,182 
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2014 
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Grant purpose: The purpose of the grant is a subsidy for library services in the Kou-kamma district The subsidy covers salaries, operation and maintenance costs. 
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ilZ* 6 ; T ° r n li L de en !? 0y ! ner,t to in ! plwe l tt1 ?.. qualily ° ISfeal unef,lployed peoptelhiaigh the appointment of them to do labour intensive projects for example: Road Maintenance and 
the maintenance of buildings; Maintenance of social infrastructure; Beautification and cleansing of the municipal areas. 
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2014 
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26 FINANCE COSTS 
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Distribution losses could not be recovered by the municipality, due to i incomplete records and insufficient infrastructure to provide information in this regard. 
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Further quantitative disclosures are included throughout these Annual Financial Statements. 
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FINANCIAL INSTRUMENTS 
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Long-term Receivables and Other Debtors are individually evaluated annually at reporting date for impairment or discounting. A report on the various categories of debtors is drafted to substantiate such evaluation and subsequent impairment / 
discounting, where applicable. 
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were employed by the municipality and are claiming benefits which according to them were not given/paid out to them. 
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